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CITATIONInpatienthospitalservices (other thanthoseprovided in aninstitutionforTuberculosis 

42CFR413.30ormental disease) are reimbursed as follows: 

and 413.40 


I. ReimbursementMethodology 

Medicaid uses the Medicare (Title XVIII) principlesof reimbursement in accordance with 
HIM 15 requirements as a guideto determine Medicaid (TitleXIX)reimbursement. 

A. 	 Methods of Payment for Cost Reporting Periods Beginning on or After October 
1, 1982. Thismethodology will apply to non-state operated hospitals only 
through dates of service June 30,1994. This methodology will continue to apply 
to State-operated hospitals. 

For all hospitals participating as a Title XVIIVXIX provider, the State agency shall 
apply: 

1. Title XVIII (Medicare)Standards forreporting. 

2. 	 Title XVIII(Medicare)costreportingperiods for theceilingontherateof 
increase in operating costs under 42 CFR 413.40 The base year cost reporting 
period to be used in determining the target rate shallbe the hospital's fiscal year 
ending onor after September 30, 1982. 

3. 	 Title XVIII reimbursement principles as set forth in 42 CFR 41 3.40 except that 
costs for Neonatal and Pediatric Intensive Care (NICU/PICU), Burn Unit and 
organ transplant services shall be carved out and reimbursed as specified below 
inI.A.4.b.(3). Thetargetratelimitationdeterminedshall be appliedtoall 
applicable hospital cost reporting periods beginning on or after October 1,1982. 

The limitation on reasonable costs established under 42 CFR 41 3.30 shall be 
applied for cost reporting periods subjectto the target rate limitation. 

4. Vendor payment for inpatient hospital care will be made in accordance with the 
following reimbursement methodology: 

Effective January 1,2003, each hospital shall have a target rate set based on cost 
per discharge. This rate shall be determined using the higher cost per discharge 
amount calculated per audited cost report data from the fiscal year ending either 
June30,2001orJune30,2002.Datafromthetwelvemonthcostreporting 
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period of the base year shall be extracted to determine each hospital's cost per 
discharge. 

NICU/PICU/Burn Unit costs shallbe carved out prior to calculation of the target 
rate. 

a.Operatingcoststobeincludedindeterminingthebaseyear'scostper 
discharge areas follows; 

(1) 	 Routineoperatingcosts,such as roomhoard androutinenursing 
services,exceptforsuchcostsfor NICU/PICU/Burn/Transplant 
Units which are excludedas noted in I.A.4.b.(3).below. 

(2) 	 Ancillaryserviceoperatingcosts,suchastheoperatingcosts of 
radiologyandlaboratorydepartments;exceptforancillarycosts 
associated with an NICU/PICU/Transplant stay which are excluded 
from the target rateas specified in I.A.4.b.(3). below. 

NOTE:Allowablemalpracticeinsurancecostsareincludedinboth 
routine and ancillary costs. 

Cost per discharge shall be calculated by totaling the Medicaid allowable 
costs noted above, and dividing by the numberof Medicaid discharges for 
the cost reporting base period. 

b.Operatingcostsspecificallyexcludedfromthecalculationofcostper 
discharge are the following: 

(1) Capitalrelatedcosts,such as depreciation; 

(2) 	 Educationcosts,such as costofapprovedmedicalandnursing 
educationprogramsthatareallocatedtoapprovedinternand 
residentprogramsandnursingschoolcostcentersinthecost 
reports. 

Effective reimbursementcarve-out(3) January 1, 2003, for unit 
Transplant) shall(NICU/PICU/Bum/ costs be incalculated 

accordancewithaperdiemlimitationestablishedfordischarges 
reflecting carve-out unit services. The per diem limitation shall be 
calculated based on the higher per diem costs (routine and ancillary) 
for such carve-out discharges derived from each hospital's audited 
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cost report data from the fiscal year ending either June 30, 2001 or 

June 30, 2002. The base period per diem costs for carve-out units 

shall be trended forward using the target rate percentage for hospital 

inpatientoperatingcostsestablishedbytheCentersforMedicare 

andMedicaidServices(CMS).Forsubsequentfiscalyears,the 

limitation shall be inflated by the applicable target rate percentage. 

Discharges applicable to these carve-out units shall be deleted from 

the total Medicaid discharges prior to calculation of the target rate 

limitation.Reimbursementforcarve-outunitservicesshallnot 

exceed the per diem limitation and no incentive payment shall be 

allowed. 


The provisions for exceptions and adjustments cited at I.A.4.f. shall 

also apply thediem for
per limitationcarve-out unit 
reimbursement. 

(4) 	 For servicesprovidedon or after July 1, 1991 toinfantsunderone 
year of age, cost limits (per discharge or per diem limits) shall not 
be applied. If an infant remains an inpatient on his first birthday, 
the nonapplicationof the cost limits shall continue until such infant 
is discharged. 

The Medicaid share of the above excluded costs described in I.A.4.b. shall 

beincludedinthetotalMedicaidreimbursementatthehospital'scost 

settlement at fiscal year end. These costs shall notbe inflated by any factor 

except as noted in I.A.4.b. (3). above. 


c.Determination of theTargetRate 

To determine the target rate January1,2003, the hospital's base period cost 
per discharge shall be inflated up to the 2002 - 2003 fiscal year end. The 
target rate percentage is that prospectively determined percentage published 
byCMS applicable toNon-ProspectivePaymentSystemhospitals.This 
percentage is based on the estimated increase in the market basket index for 
the calendar year, adjusted by other factors as determined by the Secretary 
of Health and Human Services.This percentage shall be applicable to both 
the cost per discharge limitation the carve-out unit per diem limitation. 
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The target rate for subsequent years shall be determined by increasing the 
previousyear'stargetrate by theappropriatetargetratepercentageas 
defined above, for the applicable cost reporting periods. 

d.ApplicationoftheTargetRate 

Application of theTargetRateindeterminingreimbursementpayment 
made under the rate of increase ceiling or operating costs will take into 

beneficiaries' and obligationsaccount deductible co-insurance under 

Section1813 of theSocialSecurityAct,butwithoutregardtoSection 

1814@) which requires payment to be made on the basis of charges when 

they are lower than reasonable costs. 


after each affected cost reporting period, the Medicaid audit intermediary 

willcompareahospital'sactualallowableinpatientoperatingcostper 

discharge to its target amount. 


(1) If a hospital's actual operating cost per discharge is less than its target 
rate, it shall be reimbursed only its allowable costs as no incentive 
payments shallbe made. 

(2) 	 Ifahospital'sactualoperatingcostperdischarge is greater thanits 
target rate, reimbursement shall be limited to the target rate with no 
payment for costs in excessof the target rate. 

Reimbursement for those costs not included in the cost per discharge as 
noted in I.A.4.b. above shall be added to the reimbursement for discharges 
to determine the hospital's total Medicaid reimbursement. 

A hospital may request an exemption or exception to the rate of increase 
ceiling as noted below. Requests must be submitted to the Director, Bureau 
of Health Services Financing (BHSF), within sixty (60) days from the date 
on the Bureau's notice of program reimbursement. The fiscal intermediary 
willmakearecommendationonthehospital'srequest to theBureauof 
Health Services Financing which will make a decision. 

The BHSF will respond to the request within sixty (60) days from the date 
theappeal is received by theDirector.Ifanexemption or exception is 
grantedahospitalbyTitleXVIII,anexemption or exceptionshallbe 
granted for Medicaid (TitleXIX) reimbursement. 
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e.Exemptions 

f.Exceptions 

New hospitals shall be exempt &om the rate of increase ceiling. A 

new hospital is defined as a provider of inpatient hospital services 

thathasoperated as thetypeofproviderwhichiscertifiedfor 

Medicare and/or Medicaid participation, under present and previous 

ownership, for less than three(3) full years. This exemption expires 

at theend of the first cost reporting period beginning at two (2) 

years after the hospital accepts
its first patient. 

In addition, hospitals enrolled as emergency access only providers 

prior to September 1, 1983, which subsequently enrollas full access 

providers,shall be considerednewhospitalsuntilcompletion of 

their first twelve (12) month cost reporting period under Medicaid. 


Risk-basishealthmaintenanceorganizations(HMO's)shallbe 

exemptfromtherateofincreaseceiling. This includesitemsor 

services which are furnished to beneficiaries enrolled in an HMO 

owned or operated by a risk-basis HMO or related to a risk-basis 

HMO bya common ownershipor control. 


Hospitalsexempt&omtherate of increaseceilingshallbe 

reimbursedaccordance the and
in withstandards principles 
described in 42 CFR 405.402 - 405.455 (excluding, effective July1, 
1969, the inpatient routine nursing salary cost differential under the 
Medical Assistance Program). 

Ahospitalmayrequesttohave its operatingcostsperdischarge(as 

describedinA.4.a.above)adjustedupward or downward,inthebase 

period or subject period. 


An adjustmentshallbecalculatedonlytotheextentthatthehospital's 

operating costs are reasonable, attributable to the circumstance specified, 

and separately identified by the hospital and verified
by audit. 

The two types of exceptions for which adjustment may be requested are as 
follows: 
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(1) 

(2) 

Extraordinarycircumstances - thehospitalcandemonstratethatit 

incurred unusual costs due to extraordinary circumstances beyond 

its control.Thesecircumstancesinclude,butarenotlimitedto, 

strikes, fire, earthquake,floods or similar unusual occurrences with 

substantial cost effects. 


in (Case hospital addedChangeServices Mix) - the has or 
discontinuedservicesinayearafteritsbaseperioddescribedin 
A.4.a. above, which results in a significant change in its cost per 
discharge. 

g. Adjustments 

When necessary to maintain comparabilityof costs between cost reporting 

periods, an adjustmentmaybemadeto the inpatientoperatingcostsin 

either the base period or a period that is subject to the rate of increase 

ceiling to take into account factors such as a decrease in inpatient hospital 

services that would distort the comparison of costs per discharge between 

costreportingperiods.Examplesofsituationswithsucheffectsinclude 

closingaspecialcareunit or changingthearrangementsunderwhicha 

particular service is furnished, such as leasing a department. In these and 

othercases,theamountofinpatientoperatingcostsconsideredin 

establishing cost per discharge shall be adjusted to maintain comparability 

of costs between periods. 


An adjustment may also be calculated to protect against the possibility of 

abuse, in instances where unwarranted increase in or other manipulation of 

dischargesisundertakenbyhospitals for thepurpose of increasing 

reimbursement. 


h. Rural Hospitals withSixty (60) Beds or Less 

Effective for services on or after November 1, 1990, rural hospitals with 
sixty (60) beds or less who have a service municipality with a populationof 
20,000 or less shall be reimbursed for inpatient hospital services based on 
allowable costs as defined by Medicare principles of reimbursement. The 
TEFRAcostper dischargelimitationsshallnotbeapplied toallowable 
inpatient program cost at these hospitals. 

(5) 	 The methods of cost apportionment currently used in computing reimbursement 
to such hospitals underTitle XVIII of the Act effective July1, 1969: 
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Theinpatientroutine services costs forMedicalAssistancerecipients will be 
determined after the applicationof the Title XVIII methodof apportionment and 
the calculation will exclude the applicable Title XVIII inpatient routine services 
chargesorpatientdays, as well as Title XVIII inpatient routine services costs 
(including any nursing salarycost differential). 
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